APPENDIX F: CAPITAL PROGRAM
ASSUMPTIONS

METHODOLOGY AND ASSUMPTIONS
CAPITAL SOURCES OF FUNDS

This appendix describes the methodology and assumptions behind WSF's capital sources of funds.

WSF's Capital Program is financed separately from the Operating Program through various public
funding. The primary source of revenue is the Puget Sound Capital Construction Account which
includes revenues generated by the motor fuel tax, federal grants, local funds, and bond proceeds.
This account is used to pay for emergency repairs and vessel and terminal acquisition, construction,
and improvements, and for repayment of bonds issued for these purposes. Multimodal taxes and fees
provide additional funding.

The Puget Sound Capital Construction Account is assumed to cover preservation of vessels and
terminals (including emergency repairs) and debt service; however, it excludes the cost of
replacement vessels. The level of preservation investment is consistent with the recommendations of
the Joint Legislative Task Force on Ferries (JTFF).

Given this Legislative direction, it is assumed that discretionary appropriations from Motor Vehicle
Fund will cover any shortfalls when dedicated ferry taxes are insufficient to meet the JTFF level of
preservation plus ferry debt service. The Motor Vehicle Fund combines revenues from motor fuel tax
and other sources to fund highway projects. The total discretionary Motor Vehicle Account funding for
preservation is assumed to be $2.5 billion over the next 25 years.

The other key sources of state tax support for the capital program include the “Nickel Package” and
the 2005 Transportation Partnership Account package. However, for WSF, the spending for both of
these accounts is dedicated to specific projects.

Finally, it is assumed that some of the funding will come from the excess subsidies from operations.
Any operating revenue in excess of the amount necessary to fund the WSF operations is assumed to
be transferred to capital program funding.

Considering all of the reasonably assumed available sources of capital funding, there will be a need
for additional financial support over the planning horizon. It is important to note that this funding
shortfall is above and beyond both excess subsidies from operations and significant appropriations
from the Motor Vehicle Account to fund preservation needs at the JTFF-recommended funding level.

SOURCES OF FUNDS

State Taxes and Fees for Ferry Capital understanding

Total State Funds are assumed to cover preservation of vessels and terminals (including emergency
repairs but excluding replacement vessels) and debt service. The difference between the basic
preservation plus debt service and dedicated gas tax distributions is assumed to be covered by the
discretionary appropriations from Motor Vehicle Account.
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Dedicated Funds - State Distribution of Gas Tax

Puget Sound Ferry Capital Construction Account, authorized by RCW 47.60.505 (created in 1970) is
part of Motor Vehicle Fund. The purpose of this account is to provide funding for ferry vessel and
terminal acquisition, construction, and improvements, and for repayment of bonds issued for these
purposes.

SOURCES OF FUNDS

0 Motor fuel tax (2.3726% of net gas tax collections or 0.55 cents out of 23 cent dedicated gas
tax)

o Federal grants

o Local funds

o Bond proceeds

USES OF THE ACCOUNT

o Debt service on 1992 bonds

Debt service on 1977 bonds

Emergency repairs

Repairs to maintain continuity of service
Improvements to maintain structural integrity
Improvements to increase efficiency
Improvements to increase capacity of the system

[ Iy

State Distribution of Gas Tax estimates were taken from WSF Sources and Uses for 2005-2015 and
are assumed to continue at the same average annual rate of increase of 4.0% thereafter. The total
projected State Distribution of Gas Tax revenue for the 2005 through 2031 time period is $615.6
million.

Discretionary Funds - Taxes and Fees Transferred from the Motor Vehicle Account

Motor Vehicle Account, authorized by RCW 46.68.070 (created in 1961), supports highway programs,
including construction and maintenance of state, city and county roads, and the vehicle services
programs of the Department of Licensing. Funds placed into this account are subject to the 18th
Amendment of the Washington State Constitution and may only be used for highway purposes.

The major revenue source for this account is the motor vehicle fuel tax. The motor vehicle fuel tax, or
"gas tax," is an excise tax levied on each gallon of motor vehicle fuel sold in the state. Also, a "special"
fuel tax is levied on fuels not taxed under the motor vehicle fuel tax, primarily diesel fuel. Revenue
from these taxes is deposited in the state motor vehicle fund and is then distributed to cities, towns,
counties, and the state for transportation purposes.

Washington State Ferries receives discretionary funding from this source and can use these monetary
awards to fund capital projects.

MAJOR SOURCES OF FUNDS

0 Motor fuel tax (44.387% of net gas tax collections)
o Motor vehicle licenses, permits, and fees
o Miscellaneous revenues
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Federal highway grants (see Highway Programs in Federal Funding section)
Local funds

Bond proceeds (see Projected Bond Sales in Bonds section)

80% of treasury deposit earnings

USES OF THE ACCOUNT

O
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a

Refunds for non-highway uses of motor fuel and tax-exempt highway uses

Cost of fuel tax collection

Debt service on bonds

Statutory distribution of motor fuel tax revenues to cities and counties for road programs
Support of Department of Transportation operating and capital highway programs (includes
highway construction and maintenance, ferries and support services)

Appropriations to other state agencies engaged in highway-related activities

The estimates of the Motor Vehicle Account transfers were taken from WSF Sources and Uses for
2005-2015. Thereafter, the discretionary transfers are calculated as the difference between the basic
preservation needs (all preservation needs less purchases of replacement vessels) plus debt service
and dedicated gas tax distributions. The total projected Motor Vehicle Account revenue for WSF for the
2005 through 2031 time period is $2,567 million.

Multimodal Taxes and Fees

Multimodal Transportation Account is authorized by RCW 47.66.070 (created in 2000) and is part of
Multimodal Transportation Fund. This account provides funds for both highway and non-highway
transportation expenditures. Funds placed into this account are not subject to the requirements of the
18th Amendment of the State Constitution, which limits expenditures to highway-related purposes.

SOURCES OF FUNDS

|y [y Iy

O

Interest from the Emergency Revenue Account

Licenses, permits and fees (combined licensing fee of 1.661% of collections — for Ferries)
Rental car tax

Sales tax on new and used cars

100% of treasury deposit earnings

General Fund transfers for public transportation

Other miscellaneous revenue

Federal grant-in-aid

Charges and miscellaneous revenue

Transfers from Motor Vehicle account and the Highway Safety account

USES OF THE ACCOUNT

a

Provides support for all types of transportation projects and programs including highway
preservation and public transportation.

Multimodal Taxes and Fees estimates were taken from WSF Sources and Uses for 2005-2015 and
are assumed to discontinue thereafter. The total projected Multimodal Taxes and Fees revenue for
WSF for the 2005 through 2031 time period is $12.6 million.
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State Revenue from 2003 Transportation Account

Transportation 2003 Account is authorized by 46.68.280 (created in 2003) and is a part of Motor
Vehicle Fund. With this Legislature’s 2003 “Nickel Funding Package”, more than $3.3 billion specific
projects were slated for funding over ten years. The package raised the state gas tax by five cents, and
also included a 0.3 percent sales tax surcharge on motor vehicles and a surcharge on heavy vehicles.

MAJOR SOURCES OF FUNDS

o Motor fuel tax (100% of net 5¢ gas tax collections)
Motor vehicle licenses, permits, and fees
Miscellaneous revenues

Federal highway grants

Local funds

Bond proceeds

o 80% of treasury deposit earnings

USES OF THE ACCOUNT

o Debt service on bonds
o Support of Department of Transportation operating and capital highway programs (includes
highway construction and maintenance, ferries and support services).

|y

The revenue estimates from 2003 Transportation Account were taken from WSF Sources and Uses
for 2005-2013 and are projected to discontinue thereafter. The total projected Nickel Funding
Package revenue for WSF for the 2005 through 2031 time period is $164.6 million.

State Revenue from 2005 Transportation Partnership Account

In 2005, the legislature passed the Transportation Partnership Funding Package (ESSB 6103), which
is going to directly increase transportation spending by $8.5 billion over the next 16 years. It will
provide economically significant improvements in freight mobility and support local efforts to rebuild
and expand critical highways in the central Puget Sound region.

The package generates new revenue from three sources: increased fuel tax (9.5¢ gas tax increase),
vehicle weight fees, and licenses and permits. Altogether the anticipated new revenues total $7,369
million over 16 years. About 83% of this revenue is restricted by the 18th amendment to the state
constitution, which allows proceeds from the gas tax and vehicle license fees to be spent only for
“highway purposes,” including automobile ferries.

Gas tax. The motor fuel tax, which applies to gasoline, and the special fuels tax, which applies to
diesel, will increase from 28 cents per gallon to 37 2 cents per gallon, in annual steps:

o 3¢ July 1,2005
Q 3¢ July 1,2006
o 2¢July 1,2007
o 1.5¢July 1,2008

Over 16 years, the increases are projected to generate $5.5 billion.

Weight Fees. The fees on light trucks are expected to generate $341 million over 16 years. Legislative
analysts believe that these funds will be restricted to highway purposes by the 18th Amendment. The
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fees on cars, SUVs, and motor homes will generate $1,038 million, which analysts believe will not be
restricted by the 18th Amendment.

Licenses and permits. The revenue from fee increases is projected to be $179 million over 16 years.
This money is not restricted by the 18th Amendment.

Bonding. The funding plan authorizes the state to issue $5.1 billion in bonds, with interest and
principal to be paid from gas tax receipts. Debt service on these bonds comes to roughly $4 billion
over 16 years. Because the debt service will be paid from the gas tax, the bond proceeds are
restricted by the 18th Amendment. Overall, the package will fund $8.5 billion of additional
transportation spending (net of interest payments) over the next 16 years.

The revenue estimates from 2005 Transportation Account were taken from WSF Sources and Uses
for 2005-2015 and are projected to cover additional $28.2 million in projects in 2015-17 biennium.
The revenues from this source are projected to discontinue thereafter. The total projected 2005
Partnership Funding Package revenue for WSF for the 2005 through 2031 time period is $164.5
million.

Bond Proceeds (R-49 & Multimodal GO)

The use of bond financing to support transportation capital projects follows a rigorous legal process. In
order to sell bonds, the Legislature must enact a statute authorizing the sale of bonds for a specific
purpose. This statute requires a 60% legislative majority vote or approval by the voters in a statewide
referendum (e.g. Referendum 49). Before bond proceeds may be delivered, the Legislature must first
appropriate expenditure authority and either the Transportation Commission or the Transportation
Improvement Board (in the event of TIB bonds) must request the sale of bonds from the State
Finance Committee.

Bond proceeds estimates were taken from WSF Sources and Uses for 2005-2011 and are projected
to total $265.3 million for the 2005 through 2031 time period.

Federal Funds
Federal Ferry Boat and Terminals Construction Program

The Construction of Ferry Boats and Terminal Facilities Program provides discretionary funding for the
construction of ferry boats and ferry terminal facilities. Eligible ferries must operate on a route
classified as a public road within the state, and that is not a part of the Interstate System. Projects may
be eligible for both ferry boats carrying cars and passengers and ferry boats carrying passengers only.
TEA-21 legislation expanded the eligibility of the program beyond ferry boats and terminals that are
publicly owned to also include those that are publicly operated or those that are majority publicly
owned and provide a substantial public benefit.

The funding under TEA-21 legislation provided $30 million in FFY 1998 and $38 million per year in
FFYs 1999-2003; while SAFETEA-LU legislation increased the annual funding amounts for 2005-
2009:

July 14, 2006 i 5



WASHINGTON STATE FERRIES

Year 2005 2006 2007 2008 2009
Authorization  $38M $55M $60M $65M $67M

STATE RECIPIENTS

Program W for Washington State Ferries and Program Z for local agency projects

DISTRIBUTIONS

Distributions are at the discretion of the U.S. Secretary of Transportation, based on application by the
state or at Congressional direction. Congress established a $20 million per year set-a-side for 1999-
2003 as follows: Washington - $5 million, Alaska - $10 million, and New Jersey - $5 million. SAFETEA-
LU legislation kept these set-a-sides the same for 2005-2009.

To date, Washington has only received the $5 million earmark for each federal fiscal year. Over the 6
year life of TEA-21, Washington received $31.6 million for this program.

REQUIREMENTS

80% Federal, 20% State, without an adjustment for federal lands

Federal Surface Transportation Program

The Surface Transportation Program (STP) was originally established under ISTEA. The STP is the most
flexible of all federal-aid programs, allowing use for the widest array of transportation projects.

Examples of such projects are construction, reconstruction, resurfacing, restoration, rehabilitation, and
operational improvements for highways (including Interstate highways) and bridges (including
Interstate bridges), including any project necessary to accommodate other transportation modes;
mitigation of damage to wildlife, habitat and ecosystems caused by any transportation project; capital
cost of transit projects eligible for assistance under the Federal Transit Act; publicly owned intracity and
intercity bus terminals and facilities; highway and transit safety improvements and hazard elimination;
surface transportation planning; highway and transit research and planning and technology transfer
activities; capital and operating costs for traffic monitoring, management and control; fringe and
corridor parking facilities; carpool and vanpool projects; bicycle and pedestrian facilities; transportation
control measures; transportation enhancement activities; development of certain required
management systems; and a variety of wetlands mitigation efforts.

Federal Transit Administration (FTA) grant programs—Section 5309 and Section 5307

Section 5307 Formula Capital and Operating Grants program provides grants that may be used to
finance the planning, acquisition, construction, improvement, preventative maintenance, and operating
costs (in Metropolitan areas under 200,000) of mass transportation services.

Recipients of Section 5307 funds in Vancouver, Seattle-Everett, Spokane, Tacoma, and Bremerton are
determined by the state’s three Transportation Management Areas (TMAs). The Governor delegated
authority to the Department of Transportation the apportioned amounts for distribution to the state's
urbanized areas under 200,000 population: Bellingham, Longview-Kelso, Olympia, Richland-
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Kennewick-Pasco, and Yakima. Washington State Ferries receives funding through Seattle-Everett and
Tacoma.

Federal Homeland Security grant funds from the Office of Domestic Preparedness (ODP)
and the Transit Security Administration (TSA)

Multimodal Taxes and Fees estimates were taken from WSF Sources and Uses for 2005-2015 and
are assumed to continue at the 2013-15 level of $31 million annually thereafter. The total projected
federal funds revenue for WSF for the 2005 through 2031 time period is $462.5 million.
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CAPITAL USES OF FUNDS:
CAPITAL PROGRAM LIST

This appendix describes the WSF's capital uses of funds, including terminal and vessel preservation,
terminal and vessel improvements, emergency repairs, and debt service.
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